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Abstract 
Turkey has witnessed a rapid development in exports sectors over the last decades. Using annual data for 1980-2010 period we 
have examined the determinants of Turkey’s export performance. Results of the analysis reveal that demand for export increases 
when domestic currency remains depreciated. According to estimations, export supply is positively related to the domestic 
relative price of exports whereas domestic demand affects export supply negatively. Foreign direct investment and external 
income level turned out insignificant. Turkey’s export performance has been positively affected from economic crisis in 2001, 
which motivated the searches for new markets and hence exports expansion. 
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1. Introduction 
Over the last decade significant changes have been witnessed in Turkey’s external relations both in terms of 
economic and political issues. Important events such as Customs Union Agreement with the EU in 1996, the 
economic crisis happened at the end of 2000 and early 2001, and the EU’s decision to start accession talks with 
Turkey in December 2004, gave momentum to the process of integration of the Turkish economy into the world 
economy. Effects of these events can be traced on the current figures on foreign trade, foreign direct investments 
and other international capital flows (İzmen & Yılmaz, 2009). The relatively stable political environment and 
proactive policies of the government over the last decade may have been contributed to this process. 
Since the onset of the liberalization period in early 1980s, Turkey has been suffered from persistent trade deficit. 
Having not abundant natural resources, physical capital and human capital resources the trade deficit became a 
major bottleneck for the country’s macroeconomic stability. In past decades the trade deficit accumulated over time 
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and frequently ended up with a crisis. In order to stimulate export performance and to transform the production 
structure and product mix a series of measures were taken (İzmen & Yılmaz, 2009). That transformation also 
coincides with the searches of new destinations for exports goods. Expansion into African markets, which are not 
traditional targets for Turkish export firms, can be regarded as a result of these efforts. TEPAV (2000) reports that, 
although Turkey lost pace in competitiveness in the recent years it made a great breakthrough with respect to the 
adaptation to new and emerging markets. 
In light of the growing awareness about the importance of exports in the overall economy of Turkey and in view 
of recent impressive export performance of Turkey, it would be interesting to study the export performance of 
Turkey and analyze the possible determinants of this trade expansion and find out whether it has motivated by 
demand side or supply side factors. 
Partly following an approach similar to Sharma (2003), which investigated the determinants of India’s export 
performance in a simultaneous equation framework, this paper aims to examine the factors that have contributed to 
Turkey’s export performance during the last three decades, with a special interest on the demand and supply side 
factors separately in a time series analysis domain. 
The paper is organized as follows: Following the introduction in Section 1, a brief review of Turkish exports 
sector is presented in Section 2. In the following Section 3, a brief literature review is given and times series model 
is designed and subsequently estimated. The paper concludes in Section 4. 
2. A Glimpse to Turkey’s Export Performance 
Turkey’s export has experienced high growth rates since 2001, which is well above its historical average. As 
Aydın et al., 2007 reported, the average yearly growth rate of exports reached to 22.9 percent in the 2001-2009 
period whereas it was 11.2 percent between 1948 and 2000. Historically, the evolution of  Turkey’s exports can be 
decomposed into five consecutive periods: i) the first period in which the protective policy was adopted in foreign 
trade (early 1930s till 1960s); ii) the period of import substitution policy (1960s and 1970s); iii) the period of 
financial liberalization and export subsidy policy in order to promote export (1980s); iv) capital account 
liberalization episode (1990s); and v) the period in which floating exchange regime has been adopted (2001 
onwards) (Aydın et al., 2007: 3). Şahinbeyoğlu & Ulaşan (1998) also discriminate five sub-periods with somewhat 
different time intervals. It will be more informative to looking closer to these distinct periods. 
2.1. First period: Pre-1980 
Despite the adoption of relatively liberal economic policy in the early years of the Republic, since the new liberal 
economic policy could not met the expectations, search for suitable policies took place soon. Due to the reasons 
such as lack of significant entrepreneurial class, adequate infrastructure and fluctuations in the international markets 
a state-dominated economic development policy has been implemented since 1930. Hence, Turkey followed an 
inward oriented development strategy called import substitutional industrialization policy up to 1980. This 
developmental strategy was applied more intensively during the planned economy throughout 1960s and 1970s. 
Actually, this strategy was successful in its first phase and substitution of consumer goods was achieved. But in the 
second phase (i.e. 1970s), substitution of intermediate and capital goods was aimed while the economy experienced 
several external and internal shocks (Şahinbeyoğlu & Ulaşan, 1998: 2). But in contrast to expectations import 
substitution policy resulted in gradually increasing trade deficits. Political instability and ideological clashes 
worsened the economic environment. Eventually, trade and current account deficits reached a record level towards 
the end of 1970s. Economic indicators deteriorated rapidly and the economy faced a heavy economic crisis.   
2.2. Second period: 1980 – 1988 
Following the severe crisis in the late 1970s, Turkey’s foreign trade was liberalized with the acceptance of the 
structural reforms program in 1980 which is known as “January 24 decisions”. The program was supported by major 
international institutions including the World Bank and IMF, and aimed at to provide free market mechanism 
conditions in Turkey. To this end, the promotion for exports and the liberalization of imports were adopted as major 
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objectives (Şahinbeyoğlu & Ulaşan, 1998: 3). In the early years of the program, exports were encouraged through 
various direct and indirect tools such as export tax rebates, preferential export credits and foreign exchange 
allocations (İzmen & Yılmaz, 2009). In the initial steps of this policy, the misalignment in prices and disequilibria in 
certain markets were eliminated. Following these steps an export-promotion policy through export incentives, 
especially devaluations, was pursued. In this respect, multiple exchange rates were eliminated and a uniform rate 
was established with a heavy devaluation (Şahinbeyoğlu & Ulaşan, 1998: 3,4). The new government that 
inaugurated in November 1983 took some complementary measures immediately.   
Thanks to reduced domestic demand by controlling real wages, exports promotions and expanded foreign 
demand, especially by Arab countries due to rising oil prices, exports volume increased considerably in a few years. 
Furthermore, the decline in real wages and large scale devaluations resulted in decline in the purchasing power but 
helped to improve country’s competitiveness in international trade. 
2.3. Third period: 1989 – 1993 
Turkish economy witnessed some important policy changes in 1989. Controls on foreign capital movements were 
tightened and substantial financial markets regulations were introduced. Partially due to political concerns, 
economic policies became expansionary at the end of the 1980s. Increased real wages and accelerated agricultural 
subsidies were expanded the domestic demand volume considerably. Throughout the 1989-1993 period, export 
performance slowed down significantly because of the expansion in domestic demand and real appreciation of the 
Turkish Lira (TL), and the share of the exports in GNP dampened back to the levels of the early 1980s. At the same 
time, export incentives, which were strongly induced the export performance, were removed to a large extent by the 
end of 1988 because of budgetary constraints. The decrease in exports led to an increase in the current account 
deficit and these triggered one of the most severe financial crises Turkey’s history. Negative impacts of the I. Gulf 
War was aggravated this crisis which affected the real sector to a large extent leading to negative growth rates in the 
GNP and the GDP in 1994. These events caused sharp rises in inflation and interest rates, whereas real wages 
declined significantly (Şahinbeyoğlu & Ulaşan, 1998: 5,6). 
2.4. Fourth period: 1994 – 2001 
Following the economic crisis in 1994, a stabilization program was announced by the government on April 5, 
1994. As was the January 24 Decisions, this stabilization program was also targeted to suppress the domestic 
demand and stimulate exports by devaluating the TL. In consequence exports expanded substantially in 1994 and 
1995 (Şahinbeyoğlu & Ulaşan, 1998: 7). This expansion partially supported by the then increase in world trade. But 
the growth in exports figures has not been continuous. Because of WTO requirements, the scheduled customs union 
with EU and constraints imposed by large budget deficits export subsidies tool, which had had a strong stimulating 
effect on export performance during the second half of 1980s, could not be used intensively (Uygur, 1997). 
The most remarkable development for Turkey’s foreign trade regime in this period was signing of Customs 
Union (CU) between the EU and Turkey which came into force on January, 1996. The EU countries eliminated all 
duties and other restrictive regulations of commerce with respect to all the trade in industrial products and processed 
agricultural products. The CU agreement did not lead to considerable impact on Turkish exports immediately. 
However, its impact was seen afterwards in 2001 crisis. The depreciation of the TL and the contraction in domestic 
demand that followed by a severe economic crisis of February 2001 forced domestic producers to search for new 
export markets (İzmen & Yılmaz, 2009). Accession to WTO and CU agreement has made it necessary structural 
changes to be made in accordance with international obligations which resulted in important implications for 
Turkey’s international trade. 
2.5. Fifth period: 2001-onwards 
After the financial crisis of 2001, uncertainty and unconfident internal atmosphere surrounded the country and it 
caused domestic demand to reduce and this made the producers to lean on export. In the early 2000s, as a result of 
increased productivity, rising world export costs, reduced labor force costs, by keeping the rate of interest low and 
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experiencing financial facilities, Turkey was ranked at 24th in the world’s export volume ranking. With the Export 
Strategic Plan covering the years of 2004-2006, Turkey was integrated with the world and caught a sustainable 
growth in export. In these years, by varying the destination countries, the number of countries that were exported 
was raised and this gave benefits to exports (Genç, 2009: 25,26). 
        Table 1. Sectoral decomposition of Turkey’s exports volume 
Sectors 1980 1990 2000 2010 2014 
Agricultural products 1 881 3 300 3 828 12 370 18 430 
Food 1 486 2 906 3 521 11 878 17 759 
Fuels and mining products 246 876 1 005 9 331 12 241 
Fuels  296 294 4 405 5 900 
Manufactures 782 8 778 22 311 88 481 120 984 
Iron and steel 28 1 490 1 842 10 225 10 792 
Chemicals  747 1 063 6 101 9 161 
Pharmaceuticals  74 148 611 850 
Machinery and transport equipment  855 5 667 31 824 42 715 
Office and telecom equipment 4 259 1 008 2 076 2 441 
Electronic data processing etc.  20 63 139 193 
Telecommunications equipment  238 934 1 895 2 197 
Integrated circuits and electronic equipment  1 11 42 51 
Transport equipment  254 2 606 16 534 21 684 
Automotive products 55 153 1 517 13 755 17 497 
Textiles 343 1 440 3 672 8 964 12 522 
Clothing 131 3 331 6 533 12 760 16 680 
Source: World Trade Organization (WTO) 
Thus, expansion in exports achieved in 1980-1989 can be attributed to the policies summarized as devaluations of 
TL, export incentive policy and reduction in domestic demand. This episode ended by reverse trends in the 
mentioned policies and a sharp reduction in exports was realized between 1989 and 1993. After the financial crisis 
occurred in early 1994, the share of exports in the GNP expanded notably relative to the previous episodes in spite 
of the persistence of the real foreign exchange rate policy and the considerable increase in domestic demand. This 
contradictory development in exports after 1993 may imply a structural change relating alterations in the sensitivity 
of exports to the foreign exchange rate and domestic demand policies (Şahinbeyoğlu & Ulaşan, 1998: 8). 
However, main stimulus behind these two successful periods (1980-1990 and post-2001) are quite different. As 
Aydın et al. (2007) pointed out, the success in 1980s was mainly depends on macroeconomic policies that intended 
to promote the exports by depreciating the TL and allocating certain privileges in the form of subsidies to exporting 
firms. Therefore, it may be said that the success in export performance throughout 1980s was policy-driven in 
essence. In other words, the export-oriented firms had gained artificial price competitiveness with the help of these 
policies. On the other hand, the success in export performance during the post-2001 period was not policy-driven. 
Policymakers had no intention to boost the exports by depreciating the TL. In this period, export-oriented firms 
suffered from loss of price competitiveness. However, firm-driven factors (technological progress, integration to the 
world export market, attaching importance to quality etc.) compensated the detrimental effect of real currency 
appreciation. Hence, export performance gain in latter period is more powerful and sound.  
When the structure of the Turkish exports is analyzed, it is obvious that the main stimulus behind the Turkish 
export boom was the rapid increase in the share of industrial goods exports, whose share in total exports increased 
from 36.6% in 1980 to about 95% by 2008 (Table 1 above). Across the increasing industrial goods exports, during 
the last three decades, the share of mining, agriculture and textile within total exports stagnated, which implies that 
Turkey moved from being mainly an agricultural goods exporter to an industrial goods exporter (Vural & Zortuk, 
2011: 19). 
As stressed out in a recent World Bank (2014) report, Turkey’s strong export growth comes hand in hand with 
increased diversification. Amid a conducive global environment, with the help of advancing structural reforms 
domestically, and with significant productivity gains, merchandise exports increased from US$ 36 billion in 2002 to 
over US$ 150 billion in 2012. In this period Turkish firms diversified both their export markets and export product 
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mix. Though the shares of Turkey’s export to EU and EFTA declined while that of MENA and other markets rose. 
Export competitiveness, sophistication and quality also improved in this period. The report provides three key 
findings: First, Turkey outperformed global export growth, but during and after the crisis (2010) growth fell below 
the average. Second, until the crisis, competitiveness played the biggest role in driving export growth before giving 
way to pull factors during and after the crisis. Third, Turkey needs to move into products for which global demand is 
growing fast.  
Figure 1. Evolution of the share of Turkish exports in the World Total. 
        Source: Author’s calculation based on WTO data. 
3. Empirical Analysis 
3.1. Previous Studies 
Export performance of Turkey has been studied widely from various aspects in recent years. There is a huge body 
of research examining the cause and effects of the Turkish export sector. Significant part of them concentrated on 
the impact of the exchange rate regime/volatility and the foreign investment inflows on the country’s export 
performance. 
In an earlier study, Arslan & Wijnberger (1993) examined the driving forces behind the Turkish export boom 
along the 1980-87 period. They evidenced that there was really a Turkish export miracle at this period and the 
export expansion emanated from the macroeconomic policies and trade reform that allowed a steady real 
depreciation of TL. 
Uygur (1997) evaluates export policies pursued in Turkey during the period from late 1970s to the mid 1990s. 
The paper attempts to differentiate the long term and short term effects of exports policies, and estimates an export 
supply function by using an error-correction estimation procedure. The estimation results indicate that real exchange 
rate, investment, excess demand and export subsidies contribute significantly to the explanation of export supply 
with correct signs. However, in the long term, export subsidies turn out to have a negative impact due to 
uncertainties in policies. 
Şahinbeyoğlu & Ulaşan (1999) investigated both the demand and supply side determinants of exports for the 
period 1987-1998. Employing the error correction model, they shown that both price and income elasticities of 
export demand and supply functions are inelastic. They also found that both long-run and short-run elasticities are 
stable during the sample period 1987-1998. 
Sivri & Usta (2001), and Karagöz & Doğan (2005) analyzed the relationship between exchange rate and foreign 
trade in Turkey via time series techniques. Both paper concluded that there is no statistically significant relationship 
between the real exchange rate and trade variables in the long-run. 
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Nowak-Lehman et al. (2005) used an extended gravity model in order to investigate the effects of Turkey’s trade 
integration into EU on the Turkey’s foreign trade. To this end, they examined Turkey – EU trade flows at the 
sectoral level based on a panel data set which covers the period 1988-2002. Their main concern was placed on the 
role of price competition, EU trade protection, and transport costs in the export trade between Turkey and the EU. 
Their findings indicate that transport costs and real effective exchange rate have statistically significant impact on 
Turkish exports into EU. 
Yükseler & Türkan (2006) investigated the Turkish manufacturing industry over 1996-2005 period. In their study 
the transformation of Turkish manufacturing industry is characterized by importization, internationalization and 
Asialization for the last ten years. The simultaneous changes in domestic and global perspective since 2001 are 
evaluated as the main causes of this transformation. These trends have caused a huge increase in export volume, but 
this high export volume has not contributed to the value added and employment creation significantly. Real 
appreciation of domestic currency has brought about a decline in Turkey’s competitiveness in international market. 
Aysan & Hacıhasanoğlu (2007) employed dynamic panel data method to measure the causes of manufacturing 
export increase in Turkey at the sectoral level for the period 1996-2006. Their results indicate that the main driving 
force behind the Turkish export growth after 2000 is productivity. In addition to this main result, the findings of the 
study also reveal that the rise in nominal wages has negatively affected export. Hence, it can be concluded that 
promoting productivity is required to provide a sustainable export growth in manufacturing sector. Another result 
obtained from the empirical analysis is that Turkey experienced a structural change and its export shifted from 
conventional and unskilled labor intensive sectors to more technology intensive sectors requiring more skilled labor. 
In a recent paper Balcılar et al. (2014) investigated the short and long run relationship between export 
performance and real exchange rate changes in Turkey using the data set covering the period of 1995-2012. They 
also added foreign income, productivity, trend GDP and exchange rate volatility to the model. The estimates 
obtained from ARDL bounds testing approach reveal that the real exchange rate coefficient is significantly negative 
in short run whereas negative in the long run and exchange rate volatility has no significant effect on export 
performance.  
3.2. Variables and Model 
There are many factors that could determine the export performance of a country.  As yet, there is no consensus 
about the implications for the determinant of exports. A study of UNCTAD (2005) shown that the relative 
importance of demand and supply side factors varies from country to country, depending a great deal on the stage of 
development of the external sector. 
Another difficulty is regarding the methodology. Analysis of the determinants of export performance, using time 
series data in regression models encounter difficulties involved in quantifying explanatory variables set. The 
conceptual and practical difficulties involved in specifying, for example, the degree and structure of protection 
accorded to the domestic industry or some firm-driven factors. However, time series analysis has generally been 
considered more persuasive than decomposition techniques (Akbar & Naqvi, 2001: p. 871). 
In this paper time series analysis approach has been adopted. Since both foreign demand and domestic supply 
factors affect export performance, following a modelling strategy similar to Sharma (2003), a two equations model 
is developed to explain Turkey’s export performance. 
It is well known that there is a negative link between the appreciation of the real effective exchange rate (REER) 
and export demand. An opposite expectation can be put forward for the export supply. Özatay (2000) aimed to 
construct a quarterly macroeconometric model that describes the functioning of the Turkish economy. In the balance 
of payments block of the model, total exports are considered to be demand determined and described as a function 
of real exchange rate and foreign income. An opposite expectation can be put forward for the export supply. The 
appreciation of the real effective exchange rate (REER) will promote to export by making exporting more 
beneficial. On the other hand, as a determinant of export performance, there is some ambiguity about the role of 
exchange rate. As Jongwanich (2007) pointed out, it is argued that surging intermediate goods trade may dilute the 
immediate impact of real exchange rate on export performance as intermediate exports involve a high proportion of 
imported parts and components. 
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Theoretically one would expect a rise in export supply when the export prices rise relative to domestic prices and 
vice versa. Increase in domestic demand diverts exports supply towards domestic consumption, leading to a fall in 
exports volume. Thus, we would expect that a negative relationship between domestic demand and export supply. 
Generally, FDI is also cited as a determinant of export performance. Nevertheless, the role of FDI in export 
promotion in developing countries is ambiguous and crucially depends on the motive behind such investment. If the 
motive is to by pass trade barriers in the host country, then it is highly unlikely that such investment would 
contribute to export performance. However, if the FDI is motivated by the country’s comparative advantage, then it 
may be beneficial to export growth. Thus, the nature of link between FDI and export performance is not clear-cut 
(Sharma, 2003: 442). 
Meanwhile some policy factors can affect a country’s export performance. It is believed that Turkish exports 
sector transformed in some extent throughout the economic crisis in 2001. They learned that they were not confident 
as long as they leaned against the domestic demand. The signs of this transformation can be found in the efforts of 
seeking for new destinations for exports goods. Expansion into African markets, which are not traditional targets for 
Turkish export firms, can be regarded as a result of these efforts. TEPAV (2000) reports that, although Turkey lost 
pace in competitiveness in the recent years it made a great breakthrough with respect to the adaptation to new and 
emerging markets. In order to take into account and test the potential impact of this transformation, we inserted a 
dummy variable to the model which took on the value of 1 after the crisis 2001. 
The above discussions lead to the following specifications of export demand and supply functions: 
Export demand equation: XDt = α1 + α2 REERt + α3 WYt + α4 D1t + u1t             
Export supply equation: XSt = β1 + β2 IGMt + β3 DDPt + β4 FDIt + β5 CEt + β6 REERt + β7 D2t + u2t   
where, 
XD is the export demand, measured as total merchandise export volume, 
REER is the real effective exchange rate, defined as the nominal effective exchange rate multiplied by the major 
trade partners’ price index and divided by the Turkish price index, 
WGDP is world income, proxied by the world GDP, 
XS is export supply, measured as total merchandise export volume, 
IGM is non-consumable goods import, measured as sum of investment and intermediate goods import, 
DDP is domestic demand pressure, proxied by Turkey’s per capita GDP, 
FDI is foreign direct investment, measured as the net FDI inflows, 
CE is capacity to exporting, indicated by the gross fixed capital formation in Turkey, 
D1 is external economic crisis dummy variable, which takes on value of 1 for the years 2009 - 2011. 
D2 is domestic and external economic crises dummy variable, which takes on value of 1 for three years following 
1994, 2000 and 2008 crises. 
Expected signs of the coefficients are as follows:  
α2 < 0, α3 > 0, α4 ˂ 0  and β2 > 0, β3 < 0, β4 > 0, β5 > 0, β6 > 0, β7 < 0 
The main data source is World Bank’s World Development Indicators online database, whereas the data for 
REER was gathered from the electronic data delivery system of Central Bank of Turkey. Exports figures were 
derived from WTO online database. In order to mitigate the impact of a probable heteroscedasticity problem 
logarithmic transformation is applied to the series. 
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3.3. Empirical Findings 
Models specified above were estimated using data for 1980 – 2014 period. Since the year 1980 represents 
beginning of the structural transformation in the Turkey’s macroeconomic stance (see Fig. 1 above) this year was 
selected for the starting point of the sample period. Augmented Dickey-Fuller (ADF) and Phillips-Perron (PP) unit 
root tests were applied prior to estimation. Since at the 5 percent significance level both tests indicated to the 
presence of unit root, all series differenced once and the test procedures were repeated. Estimates for both the ADF 
and PP tests are reported below. 
Table 2. Results of ADF and PP unit root tests. 
          ADF 
 
PP 
            C      C + T 
 
     C       C + T 
LEXP -1.4389 
(0.5517) 
-2.9922 
(0.1490) 
 -1.4541 
(0.5443) 
-3.2393 
(0.0939) 
LFDI -1.7790 
(0.3841) 
-3.2136 
(0.0987) 
 -1.8162 
(0.3666) 
-3.2136 
(0.0987) 
LGFCF -2.0812 
(0.2530) 
-1.9612 
(0.6009) 
 -2.1835 
(0.2156) 
-2.0723 
(0.5421) 
LIMP -0.3807 
(0.9015) 
-3.4228 
(0.0650) 
 -0.3807 
(0.9015) 
-3.3901 
(0.0695) 
LREP -2.7313 
(0.0799) 
-0.4809 
(0.9793) 
 -1.0916 
(0.7073) 
-0.5551 
(0.9753) 
LREER -1.5192 
(0.5119) 
-2.8763 
(0.1823) 
 -1.4481 
(0.5472) 
-2.8163 
(0.2015) 
LWGDP -0.7639 
(0.8165) 
-1.7050 
(0.7271) 
 -0.8959 
(0.7773) 
-2.0256 
(0.5670) 
LDDP -0.4611 
(0.8868) 
-3.1839 
(0.1046) 
 
-0.2815 
(0.9175) 
-3.2448 
(0.0929) 
ΔLEXP -6.0625 
(0.0000) 
-5.9225 
(0.0001) 
 -6.0625 
(0.0000) 
-5.9466 
(0.0001) 
ΔLFDI -7.1083 
(0.0000) 
-6.9970 
(0.0000) 
 -7.5790 
(0.0000) 
-7.43407 
(0.0000) 
ΔLGFCF -5.1296 
(0.0002) 
-5.1325 
(0.0011) 
 -5.1127 
(0.0002) 
-5.2212 
(0.0009) 
ΔLIMP -7.3945 
(0.0000) 
-7.2815 
(0.0000) 
 -7.4404 
(0.0000) 
-7.3251 
(0.0000) 
ΔLREP -3.1882 
(0.0301) 
-4.0911 
(0.0154) 
 -3.3202 
(0.0222) 
-4.0747 
(0.0159) 
ΔLREER -7.1660 
(0.0000) 
-7.1320 
(0.0000) 
 -7.1660 
(0.0000) 
-7.1293 
(0.0000) 
ΔLWGDP -4.4961 
(0.0011) 
-4.5162 
(0.0054) 
 -4.3669 
(0.0016) 
-4.8416 
(0.0024) 
ΔLDDP -6.4544 
(0.0000) 
-6.3490 
(0.0000) 
 
-7.8877 
(0.0000) 
-7.7050 
(0.0000) 
Notes: i. C and C + T denote the model with intercept and intercept + trend terms, respectively. 
ii. Probability values are given in parenthesis. 
After the stationarity analysis, rank based Johansen cointegration test were implemented for the variables of 
export demand and supply equations separately in order to detect if a significant long run relationship among 
variables. Table 3 reports the test results for export demand model variables. As seen from the table no cointegration 
relationship is evidenced. Therefore a tri-variate VAR model was estimated to get information as to the interaction 
between variables. 
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    Table 3. Result of Johansen cointegration test for export demand model variables. 
Unrestricted Cointegration Rank Test (Trace)   
No. of CE(s) Eigenvalue Trace Statistic Critical Value Prob.* 
None 0.3974 27.0820 29.7971 0.0996 
At most 1 0.2374 10.8718 15.4947 0.2195 
At most 2 0.0663 2.1973 3.8415 0.1383 
Unrestricted Cointegration Rank Test (Maximum Eigenvalue)  
No. of CE(s) Eigenvalue 
Max-Eigen 
Statistic 
Critical Value Prob.* 
None 0.3974 16.2102 21.1316 0.2128 
At most 1 0.2374 8.6745 14.2646 0.3142 
At most 2 0.0663 2.1973 3.8415 0.1383 
        *MacKinnon-Haug-Michelis (1999) p-values 
Impulse – response function obtained from the estimated VAR model is given below. According to Cholesky 
decomposition world export demand for Turkish goods gives positive response to an innovation in real exchange 
rates and world income level, where the later seems more persistent. The weak response of export demand across 
innovation in REER implies that elasticity of demand for Turkish export of the real appreciation of TL is not so 
strong.  
         Figure 2. Impulse – response functions for export demand model variables. 
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At the supply side, the results of Johansen test reveal that there are at least four long-run significant relationships 
among the variables (see Table 4 below), which makes cointegrated regression estimation not spurious. Based on 
this finding three variations of the benchmark linear supply equations were estimated via OLS method and results 
are reported in Table 5. 
    Table 4. Result of Johansen cointegration test for export supply model variables. 
Unrestricted Cointegration Rank Test (Trace)   
No. of CE(s) Eigenvalue Trace Statistic Critical Value Prob.** 
None * 0.78230 150.6488 95.7536 0.0000 
At most 1 * 0.63678 101.8597 69.8188 0.0000 
At most 2 * 0.61650 69.4516 47.8561 0.0002 
At most 3 * 0.57104 38.7819 29.7970 0.0036 
At most 4 0.29859 11.6973 15.4947 0.1720 
At most 5 0.01082 0.3481 3.8414 0.5552 
Unrestricted Cointegration Rank Test (Maximum Eigenvalue)  
No. of CE(s) Eigenvalue Max-Eigen Statistic Critical Value Prob.** 
None * 0.78230 48.7891 40.0775 0.0041 
At most 1 0.63678 32.4081 33.8768 0.0741 
At most 2 * 0.61650 30.6696 27.5843 0.0194 
At most 3 * 0.57104 27.0846 21.1316 0.0064 
At most 4 0.29859 11.3491 14.2646 0.1376 
At most 5 0.01082 0.3481 3.8414 0.5552 
Notes: * denotes rejection of the hypothesis at the 0.05 level, **MacKinnon-Haug-Michelis (1999) p-values 
The estimations of the export supply function reveal that there exists a positive nexus between export volume and 
foreign direct investment inflows and imports for investment and intermediate goods, which indicates that FDI and 
imported investment and intermediate goods contribute to Turkey’s export performance. Impact of the later is more 
robust across the alternative specifications. Since Turkey’s exports heavily depend on imported intermediate goods 
this finding is in line with the expectations.  
Domestic demand pressure, which represented by per capita GDP level, seems to have negative effect on the 
export supply. Though it is statistically insignificant, the negative elasticity of export supply with respect to 
domestic demand pressure indicates that the export supply declines as domestic demand increases. This result can be 
interpreted as the more strong domestic demand revert the firms to produce for domestic markets. 
An unexpected result has come from real exchange rate variable which has a negative sign. Actually this finding 
is not case specific. Balcılar et al. (2014 also report that real exchange rates has positive impact on exports volume 
whereas its sign turns to negative in long run. Therefore, the exchange rate appreciation between 2002 and 2012 
seems to contribute to the expansion in exports performance. Since the imported inputs would be cheaper, this case 
partially explains the aforementioned positive association between exports and imports. 
On the other hand, gross fixed capital formation, which stands for to account and gauge the export potential of 
entrepreneurial skills, seems to have negative impact on export supply of Turkey. This result may be attributed to 
the lack of entrepreneurial skills which is expected to be directed partially in exporting sectors. Another explanation 
may be the inefficient capacity expansion. 
Finally, the economic crises in 1994, 2001 and 2009 seem to have no statistically significant impact on the export 
performance of Turkey. As stated previously, this result is not surprising. With their adaptation ability, Turkish 
firms learned a lesson from the crises and sought for alternative export destinations rather than to relying on 
domestic and traditional markets such as Europe and neighboring countries. 
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Table 5. Results of export supply equation estimates. 
 Model I  Model II  Model III 
Constant 
13.0926 
[4.6906] 
(0.0092) 
 14.2874 
[3.5118] 
(0.0004) 
 15.9079 
[3.6432] 
(0.0002) 
LFDI 
0.1293 
[0.0294] 
(0.0001) 
 0.0618 
[0.0258] 
(0.0236) 
 0.0604 
[0.0254] 
(0.0248) 
LCE 
-0.5795 
[0.1355] 
(0.0002) 
 -0.2393 
[0.1251] 
(0.0665) 
 -2.2480 
[0.1232] 
(0.0545) 
LIGM 
0.7404 
[0.1829] 
(0.0004) 
 0.7477 
[0.1421] 
(0.0000) 
 0.8090 
[0.1464] 
(0.0000) 
LDDP 
0.8422 
[0.7262] 
(0.2556) 
 -0.4275 
[0.6101] 
(0.4895) 
 -0.6852 
[0.6276] 
(0.2850) 
LREER 
-0.6910 
[0.1680] 
(0.0003) 
 -0.3680 
[0.1412] 
(0.0147) 
 -0.4407 
[0.1483] 
(0.0063) 
LEXPO(-1)  
-0.3183 
[0.0910] 
(0.0017) 
 0.3334 
[0.0902] 
(0.0010) 
D2  
 
 
 - 0.0433 
[0.0311] 
(0.1756) 
Adj. R2 0.994 
 
0.4423 
 
0.997 
AIC -1.7051 
 
-7.5272 
 
-2.279 
F-statistic 991.2943 
(0.0000) 
 3.5692 
(0.0098) 
 1174.579 
(0.0000) 
Serial correlation LM test 1.9113 
(0.3846) 
 0.3570 
(0.8365) 
 0.8033 
(0.6692) 
Heteroskedasticity BPG test 
7.6750 
(0.1751) 
 15.0398 
(0.0199) 
 13.8437 
(0.0540) 
4. Conclusion 
In order to make trade a proper instrument for development, it is necessary to adopt a pluridimensional policy 
approach. In that context, it becomes more important to investigate the factors effective on the export performance 
of a country. In this paper we attempted to make such an investigation for the case of Turkey. The analysis 
comprises both demand and supply-side factors. 
Using annual data for 1980-2014 time frame, we have examined the determinants of Turkey’s export 
performance in a time series setting. Results of the analysis reveal that demand for export gives positive response to 
shock in real exchange rate and external income level. On the supply side, export volume increases when domestic 
currency remains depreciated. In order to maintain competitiveness, inflation should be kept lower than major 
trading partner and reliance on flexible exchange rate be sustained to ensure real depreciation of TL. 
According to estimations, export supply is positively related to the domestic relative price of exports whereas 
domestic demand affects export supply negatively. Foreign direct investment and external income level turned out 
insignificant. Turkey’s export performance has not been significantly affected from economic crises during the last 
two decades, which motivated the searches for new markets, improved the competitive power and hence exports 
expansion. 
457 Kadir Karagöz /  Procedia Economics and Finance  38 ( 2016 )  446 – 457 
References 
Akbar, M. & Naqvi, Z. F. (2001). External market conditions, competitiveness, diversification and Pakistan’s export performance, The Pakistan 
Development Review, 40 (4), 871-884. 
Arslan, I. & van Wijnbergen, S. (1993). Export incentives, exchange rate policy and export growth in Turkey, The Review Economics and 
Statistics, 75 (1), 128-133. 
Aydın, F., H. Saygılı & Saygılı, M. (2007). Empirical analysis of structural change in Turkish exports, Central Bank of Turkish Republic, 
Working Paper, No. 07/08. 
Aysan, A. F. & Hacıhasanoğlu, Y. S. (2007). Investigation into the determinants of Turkish export-boom in 2000s, The Journal of International 
Trade and Diplomacy, 1 (2), 159-202. 
Balcılar, M. et al. (2014). Turkey’s export performance: examining the main determinants of export volume (1995-2010), Ege Academic Review, 
14 (3), 451-462. 
Genç, F. (2009). Effect of exchange rate changes on export performance in Turkey, Unpublished MSc Thesis, Eastern Mediterranean University, 
Famagusta, North Cyprus. 
İzmen, Ü. & Yılmaz, K. (2009). Turkey’s recent trade and foreign direct investment performance, in Z. Öniş and F. Şenses, eds., Turkey and the 
Global Economy: Neo-Liberal Restructuring and Integration in the Post-Crisis Era, London, Routledge. 
Jongwanich, J. (2007). Determinants of export performance in East and Southeast Asia, Asian Development Bank, ERD Working Paper Series, 
No. 106. 
Karagöz, M. & Doğan, Ç. (2005). Exchange rate – foreign trade relationship: Case of Turkey, Fırat University Journal of Social Science, 15 (2), 
219-228. 
Nowak-Lehmann, F. et al. (2007). The impact of a Customs Union between Turkey and the EU on Turkey’s exports to the EU, Journal of 
Common Market Studies, 45 (3), 719-743. 
Özatay, F. (2000). A quarterly macroeconometric model for a highly indebted country: Turkey, Economic Modeling, 17 (1), 1-11. 
Sharma, K. (2003). Factors determining India’s export performance, Journal of Asian Economics, 14, 435-446. 
Sivri, U. & Usta, C. (2001). The relationship between real exchange rate, export and import, Uludağ University Journal of FEAS, 19 (4), (In 
Turkish) 
Şahinbeyoğlu, G. & Ulaşan, B. (1999). An empirical examination of the structural stability of export function: the case of Turkey, Central Bank 
of Turkish Republic, Discussion Paper, No. 9907. 
TEPAV – Economic Policy Research Foundation of Turkey (2011). Turkey’s export performance 1: weaker competitiveness, faster adaptation, 
No. 201124. 
UNCTAD (2005),. Developing Countries in International Trade, United Nations. 
Uygur, E. (1997). Export policies and export performance: the case of Turkey, ERF Working Paper Series, No. 9707. 
Vural, I. Y. & Zortuk, M. (2011), “Foreign direct investment as a determining factor in Turkey’s export performance”, Eurasian Journal of 
Business and Economics, 4 (7), 13-23. 
World Bank, World Development Indicators, Online Databank. 
World Bank, The (2013). Trading Up to High Income, Report No. 82307-TR, Washington. 
Yükseler, Z. & Türkan, E. (2006), “Transformation in the production and foreign trade structure of Turkey: global orientations and reflections”, 
Economic Research Forum, Working Paper Series. 
 
